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{1} coniront unique terrakn and density issues, {1) of a suciden thay need invest more where

(2) they are stil, at bottorn, using the same {2) historically they may not upgradad feciiitios

(3) lechnology, the same types of lacilites, the {3) very much.

{4) same engineering network architecture. And | (4 And you can handie this through

(5 don't really believe that it Is not possibie {5) special cases, but | guess | just wart to

(6) o develop - to incomporate them into a {6} throw out ancther altermnative, which ks maybe

{7) modeling approach. And what that will do is {1 we cap the fund at the state level. Each

{8} o de-link support from the company's own {8 stats gets indexad by inflation the amount of

{8) sei-sarving cost investrnent and operations (9 high-cost funding it previousty got in the

(10) decisions. It will also de-link the funding (10) last 12 months. And then let the states work

{11) mechanisim from coet aliocations, which - | (11} out internally how that filters down to the

(12) was describing to someabody yesterday — as 99 {12) various companies they have within the state,

(13} pentartand 1 part science. And | think | {13) which 1 think on the face of it has the appeal

(14) rmay be overly exaggerating the amount of {14) 1o Me in terme of having the state make some

{15) science. {15} closer-to-the-ground decisions about whete the

(18] We need to come up with mechanisms (18 monay is best used. So, it provides - |

{17} that are out of the hands of the individual (17 think It provides a lot more discipline in the

(18) companies and that provide a robust and {18) marketplace without what | would cal

{19} consigtent bagis for funding imespective of (19) handcuffing indivicual camers in a way that

{20) how these companies are individually managed. {20) might be very difficult for a small carrier,

(21} 1don'tsee In particular reason why that 21y  COMMISSIONER ABERNATHY:  Mr. Lubin.

{22) cannot be done on a forward-looking basis. {(22) MR. LUBIN: It's a very tough, tough

(23) COMMISSIONER ABERNATHY:  Thank you. (23) question, My bottom line is the systam Is so

(24) DR. LEHMAN: Could | add something? {24y fundamentally broken, whether if's LISF

(25) COMMISSIONER ABERNATHY:  Not right (25) methodology we're talking about now, whether
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(1) now, but you' get a chance. I'm sorry. | (1) it's USF contribution, whether intercarrier

{2} reafly want to make sure averybody gets o ask {2) compensation. It's fundamentalfy broken. And

(3} questions. (3) from my point of view, the most important

{4) In fact, my question ia kind of a {4) thing in terme of prioritization of resources

(5) foliow-up on what Commissioner Nelson started (5) Is to try to figure out the intercarmier

(8) with. And that is, | think — Mr. Lubin, (6) compensation and the contribution methodology.

(" Mr. Reynolds, Dr. Lebman, the impression that (71 Orce you've solvad that - and, in

(8) I got is you're basically saying - without (8) tfact, in some of the solutions, in particular

{9) regard to what we do with ETC - that we just {8} the ICF, has includaed various componaents that

{10} keep the status quo. There is reeily no {10} addresses these issupe, in particular e one

(11) changes that need Yo be or should be made {11) that I've aiready described that says the

(12} today. But mosi sconomists would argue that {12) incumbent rate-oi-retum carrier shoukl have a

(13) we nead to at least get a grip on how we can (13) ditferent aubsidy per line than an ETC if the

{14} create incentives for efficlency. (14) subsidy per line is rieing because of the

(15} And 8o my question to all of you s, {(15) Incumbent losing linee, And the CETC

(16) is there anything that can be done today, or (16) shouldn't be given that. And that should be

{171 are you saying, let's Just - no change? (17) clear that that's not going to happen. So,

{18) DR. LEHMAN: This is Dale Lehman. (16) you create inefficient entry.

(19) 1 do think that the idea of the price {19y Thank you.

(20) cap has some merit if you wan to enhance (20} COMMISSIONER ABERNATHY. M.

(21) cost-reducing incentives. As | thoughit about (21) Reynoids.

(22) it a lithe more, | think my biggest concem 2 MR.REYNOLDS: Thank you,

{23) is with these very small carriers, some of 23 Commissioner Abernathy.

(24) them have - their plant is in a different (24) | think one of the presumptions here

{25) shape. And sometimes carriers change, and alf {25} that efficiencies can only be created through
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reguiation is a Iittie bit off the mark.
Qenerally speaking, | think that there are a
kot of reasons why the companies want to
operate officlently, certainly just not to
gain & system of universal service support.
One of the things — and this kind of
goes to Dr. Lehwman said that you don't want to
create an incentive that removes an Incentive
10 kwest in rural America, And aside from,
you know, kind of the strict language of what
we think Congreas intended with the Act, which
is to have a specific, sufficient, and
predictabie universal service fund, there's
also this concept of unceriainty that comes
along with the idea of continually changing up
the regulatory schems so that as you go to the
capital markets, for instance, to draw down
money 3o that you can invest in rural markets
for rural consumers, that that creates a lot
of the uncertainty.
S0, | think when Joel describes
sequencing some of these regulatory events,
it's - | wouldn't characterize it as business
as usual. | think that what ITTA s saying in
this instanca is don't change the current
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RTF after their studies recommended that #'s
not appropriate or suktabls for rural
companies was because of the disproportionate
impact on rural carriers as a result of erors
n the model.
| think the disproportionate impact
that we're talking about if you look at
that - looking at some sort of price-capping
mechanism is that when a rural carier has o
replace a switch, the percentage of cost that
that makes up on the entire rural cost
canier's of that yedar is much than for larges
carriers. They're not in a position to deal
as pasly with substantial investrents that -
are neaded in thelr networks becauss of
whataver technology that may be coming down
the road that they really feel their cusiomers
need in order 10 got the services that they
daserve.
S0, you know, { think that s a
caution that, you know, don't forget about the
economies that are faced. And they're much
different and the impects are much different.
And I'm not sure that price capping mechanisms
just as forward-Hooking mechanisms can deal
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systam unti we get some of these other items
sequenced property. And they all need to be
taken in kind of the wholistic sense, And
we're not interested In operating In an
inefficierd fashion at all.

Thank you.

COMMISSIONER ABERANATHY:  And then -
MR.COIT: Excuse me. May | just
make & briet comment?

COMMISSIONER ABERNATHY:  Sure.
MR. COfT: | would fike o just ~ |

think this needs 1o be said. And with respect
to forward-looking cost models or any sort of
prica-capping machanism — Mr. Lehman
commented on this a little bit - we're
talking about a smeller company. | think
Mr. Lubin kxficated earfier and made the
suggaction that, you know, Verizon loses lines
and they deal with it.

A rural carrier losing lines

obviously because of their limiting aeconomias
is in a much more difficuit posttion in terms
of dealing with. In addition to that, you
know, with respect 10 the forward-looking cost
model, you know, one of the reasons that the
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with that in a very sasy way.
Thank you.

COMMISSIONER ABERNATHY:  Wall, that
sovt of leads o my next question, which was,
in the old technology world, | think, yes,
that was true because alt you were delivering,
the only revenue source you had from the loop
{3 home was voice. And there was a certain
amaunt that we believed that consumers would
pay for voice and that's where we were,

But as we're moving into a world

where the pipe to the home can deliver many
other valuable sarvices so you've got muitipie
revenues atreams from that source, how does
that or how can we facior that in when we look
at what, i any, changes should be made?
Because it really changes the way that you
recover your coet for your plant, because al
of a sudden the plant can deliver more value
than it used o deliver in the old world.

Mr. Lubin, Mr. Colt, and then Mr.

Weller.

MR. LUBIN:  { want o respond
directly, but | just want to make g highlight
on Mr. Colt's point.
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(1) And my highlight to hm is the very (1) wa've got 1o deal with that. And, you know,

(2) reason that he is articulating his last point () atthe FCC we're looking forward 1o putting

(3) Is the reason why | was bifurcating the {3) out a proceeding seeking comment on the most

(4) difference between an incumbent like Verizon {4) recent proposals. And we really appreciate

{5} versus a rate-cf-return entlty, literalty (5} all the work that's been done on it.

{6) having two different approaches. With regard {6) So, | think what we're trying to do

{7) to the broadband, for ma, that's a wonderful (7} here today is say, in addition to that, what

{8) quastion in the following sense: it comes back {8} eisa can we do, Bit thanks for pulling them

9 tothe issue - and I'm going o focus on (9 together.

(10} rate-of-retum rural compenies - if you're {10) | can't remember what three people |

{11) rate-of-return today and you are trying to (11) callad on, now. | tink Mr. Weller and |

(12) meake a decision of do | market - notdo | (12} believe Mr. Coit.

(13) deploy broadbind investment because if you're (13)  MR.COIT: And I'i ba brief, Just

(14} rats of ratumn, ! belleve you have every {14) with respect to the question of whether, you

{15) economic incentive 1o deploy investment. Do (15} know, given the increased value of - what the

{(18) you have tha incentive to market the (16) effact of that might be, | would agree that

{17 broadband? (17) certainly there are additional services that

{18} And when you're tatking about 1300 (18) are providad over those facilities which

(19) companies, everybody is ali over the place. (19} certainty offers some opportunity.

{20) So, I'm just making a general obearvation. (20) At the same time, though ~ | think

(21) And the genanl cbservation is, you made the (21) this is In part what Mr. Lubin was getting

(22) point, well-founded, that says thera's going (22) to - we're dealing with the intercarrier comp

{23) % be new revenue oppurtunities. And the (23} aues and rural carmiers on average — and |

{24) point that | want to maka, though, is ¥ we (24) don't know exacty what the parcentage is in

{28y don't fix intercarrier compensation, then the {251 South Dakota today, but we all know that
Page 108 ‘ Page 108

(1) average intrastate Access revenue is five {1) across the country interms of total revenue

(2) cents per minute to originate and terminate {2) recovery, looking at rural carriers, much of

{3 the rate, and that goes from anywhere from, (3) Htis wrapped up in assets in USF.

(4} say, two cents 1o 35 conts ~ | just quoted 4y And to the extent that you may gain,

{5) you the average of five — it they sell that (5) Youknow, soma additional revenue from some

{6} broadband pipe and then somebody puts an (8) additional services, maybe that's going o

(N applicaton called VolP, voice over the {7} Just be necessary 1o replace what we've lost.

8) Intermet, over that, ihey're going to {8} But, you know, certainly there's & lot of

(9) cannibalize. And it that customer ls a (9} pressures on the other revenues. So, thathas

{(10)  high-1oll generator in & high-toll traffic, (10) 1o be taken into account.

(1) wall, they're going to cannibalize. So, the {11)  COMMISSIONER ABERNATHY:  Mr. Weher,

(12) point is unleas we fix intercarrier (12) you'll have the final word,

(13) compeneation, we dont have the right (13) MR. WELLER: Thank you, Chaitman

(14) incentive. in fact, we have a disincentive (14) Absmathy.

(15) for the incumbent 1o aggresaivaly market that (15) 1 think, first of all, as far as

(18) product to the rral customer. (18) adding value s concemed, that's what you

{17 COMMISSIONER ABERNATHY:  And, ves, | (17) want the carriers to do. You want fo

(18) hear you on and - yes. We know that. And, (18) structure the system so that you can give them

(19 unfortunalely, this Joint Board, we don't - {19) incentives 10 do that. Their circumstances

(20} that's not our area or our proceeding. But | (20) are very different from ours, of course, but

(21) think at the FCC there is a real recognition (21} we want that same incentive to add valua 1o

(22) that intercamrier comp distorts all Kinds of (22} roplace what yous're losing in your traditional

(23) market behaviors and destroys business plans, (23) business.

(24) And the distortions flow over into rural areas (24) And | think that decoupling the

(25) as well as the non-rural areas. So, | agree (25) support from the variations that we've had,
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(1) the calculations that we've done in the past, {1} moment ~ and that's probably dangerous -

(2) s part of that. In other words, you want the {2} that the purpose of the high-cost support is

(3) support 1o reflect some sort format that thay {3) 1o mitigate cost differences among different

(#) can get but they have to work with in onder to (4) areas, rather than the different coat among

(5) o forward. (5) different camiors. Given that assumption,

8) Irterestingly, I've just heard some {8) our task would be to detarmmine K cost

(7} interesting programs that the British have (" variations exist among various areas of the

{8} adopted to address this concem that {8 country. Now, Mr. Colt, perhaps can do a

(8) Mr. Lehman raised about putting broadband in (9) bettsr - you might help me out.

(10} rural areas and not having anybody sign up. (10) Population density is or appears to

{11) That's a little outside of the scope of the {11} be a significant driver of cost disparities

{12) discussion hare. I'd be happy to talk 1o you (12) among various areas of the country. Are there

(13) about it off ine. {13) any other characteristics, perhaps

{14) But tha final observation is simply (14} topographical, climatic, that contribute

(15) that market structure is an outcome in terme (15) significantly to such cogt differentials?

(18} of relatives slzes of firme and how they're {18} MR. COIT: Yes. | think there are a

{(17) organized, And | think that rather than try (17} lot of them. ! think that that's primarily &

(18) 1o design the system o preserve the current (18) problem in trying to come up with &

{1%) market structure, what we have to do is put {19} forward-looking mechanism that woukd be

{20) Incentivea in piace and then let the firms | {20) accurate enough that you don't have some

(21) respond to these incentives possibly by {21) significant errors that cause some IMPActs

(22) ochoosing different market structures, In {22) that you don't want 1 see. | think low

{23) other words, ¥ one of the concems about the (23) density, though, is a huge driver,

{24) Incontive is to scheme, it's that it becomes (24) You know, in a lot of cases, i think,

(25) harder and harder for carriers the smakler and (25) it bolls down to distance. You know,  you
Page 110 Page 112

(1) smalier they get and the less averaging you (1} just ook at the areas, i you only have 2.1

{2) have. This may create incentives for camiers {?) subscribers per route mile, it's pretty

{3 torestructure themselves so as to better (3) obwious that you're going to spend a iot more

{4) position themselves to deal with these market {4) to reach those subscribers. And it's the

(5) realities going forward. (s) function, 1 think of a kot of things. And |

{6) COMMISSIONER ABERNATHY: Commissionar {6) know I'm ndt giving you much of an answer

(7} Dunleavy. (7} here, but do | think if's a multiple number of

{8}  COMMISSIONER DUNLEAVY: Thank you, {8) factors. You know, size of the company

{8} Madam Chalmman, . (9} ceriainly has a kot to do with it as well in

{10) Inhonor of Bah Rowe, | was goingly (10} iarms of number of people that you have ~ the

{11} wmbrmm.mﬂym.mﬂ- {11) number of peaple that you have working for the

12)  (Lauger) ' {12) campany snd e number of people that you're

{13)  COMMISSIONER DUNLEAVY: My colleagues (13) senving.

(14 have aaked g thq questions and the papeiisis | v COMMISSIGNER DUNLEAYY:  Thatbeing

(15} have answersd thém, 50 've got 18 get bask 10 (15) e oane, would | make gy sanse 1o Kdentify

(18} basics here. The basic question posed by thie (38) & half dozen or dozen types of sorvice areas,

(17) panal was, should rural carrer support be (17} if you wil, reflecting density and other

(18) based on embedded of forward-iooking costs? (18) significant cost factors and then estimate

(19) Not surprisingly, implicit in all of the (19) average coats of serving each type of that

(20) answers there seems to ba significant {20) area in an efficient manner?

{21) differences of opinion on whether the purpose {21) MR. COIT: | personally don't belisve

(22) of that support should be to maintain the {22) that you should necessarily look at just the

(23} financial health of an incumbent LEC or 1o (23) area served,  really ¢o believe that larger

(24) mitigate the higher coet. (24) companies have some economies and somebody to

(25) Lot me ask you to assume for a {25) manage it that smaler companies do not have.
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(1) 0 a competitive environment, t's certainly {1) to embedded costs anyways. It sounds Kke a
{2} harder o average and price the way you want (2) lot of work to still be - you have to
(3) to prica, but1 don't think any of us coutd {3) validate the results of this to know that you
{4) say there isn't some averaging that occurs. {4) have reasonable cost estimates. And there's
(51 And | think that, you know, if you're {8 nothing sise to look at other than embedded
(6) ftooking at areas served rather than the (6) costs. So, in the end embedded cost have to
{7 companies, | think you're assuming that there (7} be the guide 1o whether you came up witha
(8) aren'tany of those efficiencles, And | don't (8) reasonable cost modal. You have a thousand
{8) think that's appropriate. | think you need to 8) Inputs. And even i you 900 of them are
(10) look at areas served in part, but | think more (10) accurate, you don't know ¥ you have &
{(11) than anything It should be tied to the {11) reasonabie outpit of that model uniess you
(12) companies directly, and we define the (12) comparg it 10 something real. And
{13} companies appropriately based on the areas {13) unforiunately the only real data we have to
(14) they serve. ‘ (14} compare i to is embedded cost.
(159  COMMISSIONER DUNLEAVY: | wonder, Dr. (15) COMMISSIONER DUNLEAVY: Thatsa
{18) Lehman, if perhaps — and maybe this is (18 little different than Dr. Selwyn.
(17} further expanding on what Commissioner (177 DR.SELWYN: Justone quick comment.
(18) Abemathy asked. Could we invent a similar {18) Dr. Lehman mentioned the model that he
(19 means of estimating costs and perhape based on (19) developed which compares embeddad and
(20} actual costs, the best-in-class or something (20} forward-looking costs. | have looked at his
@1 like that? (21) paper and reviewed his work. And basically
(22 DR.LEHMMAN: Two different answers, {22y thatanalysis starts with the same set of
{23) oné 10 the first question. I'm in agreement (23) inputs. So, in other words, If the costs -
(24) with Dr. Saiwyn hete. | actualty think that (24) ¥ the basic investments numbers are wrong o
(25) order of magnitude forward-ooking estimates (25) begin with, then the relationship is
Page 114 Page 116
(1) probably can be accurately obtained. My point (1) identifiod white — while, you know,
{2) would be that order of magnitude is not good {2) interesting at an acadermic level, it dossn't
(31 enough for small carriars. [ts the (31 really teach anything about what happens ¥
(#) difference betwean making far too much money, (4 you apply an efficient forward-looking cost
{s) far too iittle money, or poasibly the right (5} model one the hand versus just simply taking
{6) ' amount. {6) the books — the costs on the company's books
(1) And 1o Mr. Weller's point, 1 don't {7} as embedided costs as a given. We have no
(&) really think youy want to pre-guess the market (8) information right now as to what that
{81 structure and pyt small companles out of (§) relationship s,
{10} husiness hacause they can't ive with tha (10) We need jn start — qven qn Indexing
{11) degrea pf gecuracy that you're able to produce {17} mechanism, for axample, simply preserves -
N2} Ipthe forwardaoking cost model, (12) unioss )i takep & fresh jook at what the costy
(13) Now, having eaid that, to the last {13) ought 1p be, hen ity simply presarving
{14} question thaj you just asked, are there other (14) whatayer inefficiencias - acking in whatever
{15) ways i coma st what a forwarg-jooking cost (15) inefficlanpies may already by present.
-118) might be. You know, I've dons same (18) Whan thy Camyrission - whan the FCC
(17 shvulations of how forward-loking costs and (17} and the state commisgions initlaly adoptad
(18} embedded costa differ across a number of {18) "price cap regulation for the larger LECs, what
(19) characteristics. And you can produce fairly (19} they did in virtually every case was o
(20) confident predictions about how different they {20) concduct & full-blown general raie case to
(21) might be, and i's on the order of 10 percent (21) establish a going-in rate level. And then
22) or less for loop costs. (22) they ndaxed from that. They didn't simply
(23) Bul having done that, in the end, (23) take whataver the pra-existing rate level
(24) what do you coma up with? You come up with (24) happened to be and go forward irto a price cap
(25) something that's enly valiiated by comparison {25) world,
Herltage Reporiing Corporation (202) 626-4888 Page 113 to Page 116
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() And s, if an indexing mechanism -
{2) which might, in fact, have 50me merit going
(3} forward at least on a transitional basis untit
(4) we geat to forward-looking costs. i that were
{5) 1o be adoptad, we wouki still need o validate
{6) the going-in cost levels as the Commission and
(71 the slate commissions did when we went to
@ price caps.
{8  MR.GARNETT. Justgetting back to
(10) the original question, | think we would agree
{11} thatin rwal areas you're going to have o
(12) deal with — especially for small carriers,
{(13) you'ra going to have 1 deal with the number
{14} of other Inputs. The Alaske Commission in
(15) their comments tafks about a long list of
(16) inputs the Commission coukd consider. We're
(17} realistic that it's going to take a while to
(18) put smallar camiers on a forward-looking
{18} systomn, and that that system neads to account
(20) for thosa diflerences.
(21) But the fact Is that 75 percent of
(22) the 1300 study arsas that Mr. Lubin has talked
(23) about are 65 percant of the rural telephone
{24} company access iines. And those are ait
(25) carriors with over 50,000 lines in a study
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all of these predictions of son of dire
consequences of going to a forward-looking
mechanism for - aspacially for the bigger
rural carriers, ) think are a little bit of,
you know, serlously conclusory statements.
One of the other things I've aiso
heard from a number of peopie here Iis that we
shouldn't do it because it's difficut. | see
in a lot of the comments its complex, it's
difficuit. That shouldn't be a reason for nat
picking the right outcome, the right
mechanism. And we think there are a lot of
smart peopla in this room and together we
coult probebly come up with pretty good
forward-ooking mechanism that accounts for
all tha differences that we've talked about.

COMMISSIONER DUNLEAVY:  Mr, Reynoids,
briefly because I've overdone my time.
MR. REYNOLDS: Il be briaf.

Responding to Mr. Gamett, first of all, one
of the things — absolule Hine size has never
baen an attribute at all to whether somabody
is rural, whether they have high cost, low
cost, or whatever. Yol can have poor study
areas and we have member companies in a stales
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(1) area. Those arsn't the companies that we're
(2 taking about when we're talking about some of
(3} the real problems with the forward-looking
(4) mechanism that we have right now. And, you
{8) know, we think that it's - it makes sense to
(6) move those bigger companias, | think Verizon
(7' said it shoukd be it you have over 100,000
{8) access lines in the siate. In our comments we
(3 say 50,000, You know, we can spiil the
(10) difference, that's fine with us.
{11y Bul the point is that for some of
(12) these bigger rural telephona companies,
(13) they're looking a kot more like non-rurat
{14) telephone companies that have been under a
{15) forward-looking mechanism for several years
(16) now. And in many cases they're much bigger
{17) than soma of the non-rural carriers that are on
{18} the forward-looking mochanism,
(19) 1 think it was either Sprint or
(20 Verizon in thelr comments that noted that
(21) Rosaville in Califomia has just over 100,000
(22) access lines. They'va besnon a
(23} forward-iooking mechanism, and | think they're
(29) stil in business. They've haven't declared
{25 banknupicy. Things are going okay. And 8o,
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Iike Montana, tha large, square states,
noncontiguous operating areas. Line size has
nothing at all 1o do with the operating
characteristics of those companies. it's not
captured in the cost modals.
And I'd aiso go back and just —
therg are a ot of smart people in this room.
There are a kot of smart people associated
with the Rural Task Force. And when you go
back and you look at the effort that they did
in there working paper number four to validate
how the FCC synthesis model would treat rural
companies, you find a disiocation of about
$1.1 billion in loss of support to the rural
compéanies, which included holding campanies
that have rural cornpanies and atand alone
nyal companies.
Thank you.

COMMISSIONER MARTIN:  Mr. Walior, |
saw in your tastimony and was intriguad about
your discussion about a pregumption of one ETC
in sach area. And { was wondaring if you
could pive us Insight into how and who would
chose what the one ETC would be in your
proposal.
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(2) quaestion. You keep coming back to who gets
(3) the money, don't you? Frankly, | think in the
(4§ noar teem thers may be a strong presumption
(5) that t would the incumbent because of the
{8} cost of dislocation to considar. | think down
(7 the road ¥ you'ra talking about somathing
{8) completely different, thinking beyond the near
() term, I'd say infrastructure grants.

(10) !just sat through a couple days of a

{11) conference at the OECD looking at efforts to
{120 support rural broadband networks throughout
{13) the world. And almost without exception there
(14) are upiront grants and simost without

(15) excoption they're awarded on an itinerant
(18) basis, option basis.

(')  So, | think In the near term i we're

(18} taking about who gets the existing

(19) reguiation, who gets the exiating support, as
{20) you know, | have made some proposals along
{21) those lines In the past. But 'm not sure

{22y they're really applicable today when we're
(23) trying to change the framework.

(24) S0, | think these sort of mechanical

(25) changas that I've proposed here today are more
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the same kind of service.
But | am goncemed about one of the
things you raise In your testimony and talk
about the expansion of the base of universal
sefvice contributors to ensure evaryone
contributes on an equitable basis. And you
taik about wanting to have fecility and
non-facility-based providers of Intemet
service, all iP-enablad setvice providers, all
cable providers, wireless and satoflite
providers, and other providers afl
contributing inko the universal service fund.
1 was wondering ¥ you wouki assume
then that all of thase same providers would be
able 1o take ot of the universal service fund
a3 woil. And 1 they wouldn't, why is it an
equitable basis, which is what keep using as
your phrasing, for these providers to pay into
a fund that they are not able to take out of?
MR. COIT: | guees just generally -
and this goes back to, 1 think - at isast
ties Into some of my opening comments.
Whatever mechanism - whataver the mechanism
is, you kriow, as a result of this process and
in the future, you know, it really seams 1o me
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(1) reasonable things to deal with 10 do in the
(2) near term. Again, it may seem unfair, but |
(3) think in the near team given dislocation costs
{4 it's not unreasonable, excepling unusual
{5) chrcumstances to give a strong preference o
(6) the incumbent. But | think as we go forward
(") beyond that, let's say, for five years from
(8} now, that we'll be freer to think of different
{9) solutions, and they would become maybe part of
(10) #he answer.
(1) COMMISSIONER MARTIN: | do know
{12} you've lald out some other proposals that we
{13} have soms interest in as wel. But this
{14) presumption issue, that's one of the five
(15) thinga that you think should be done in the
{18) short run, right?
177 MR.WELLER: Yes.
(18)  COMMISSIONER MARTIN: Tha other
{19) queetion | had, Mr. Colt, | certainly agree
(20) with many of the concems you expressed about
{21) forward-ooking costs, soma of your concems
{22) about the wirsless and other EYCe’ ability to
{23) obtain support on the basis of the ILEC's
{24) coals without having necessarly incurring
(25) some of those costs themselives or providing
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that its got Yo be tied to thosa that are
investing in the network. And not al
providers do that. The other thing ~
COMMISSIONER MARTIN:  But then ! just
do want 0 understand. Then what you would
say, though, is any provider that does should
be abie 1o take out; is that right?
MR. COIT:  Not necessariy.
COMMISSIONER MARTIN:  Not nacessarily
any -~ not necessarlty?
MR, COIT:  And that's because if we
look at the curment siiuation, we've got &
situation today where there are carriers that
are getting money out of the universal service
fund that have stated very clearty that they
a1t beligve that they have
carrier-of-last-resort responshbiiities. And
if you look at cost drivecs for rural
carriers, in a lot of cases it's those
customers that are 8o remote that they they're
the ones that to some ~ 1o & significant
degree drive high cost. And i therg isnt a
sincore commitrent 10 serve throughout the
area, | just don't balieve the cammier should
get any money.
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(1) And Vve sat in two ETC hearings and {1) ten-minute break belore we start with panel
(2) that question hes been asked. And, you know, {(2) two. | do want o thank everyone, and | know
{2) does the CETC carier have carrier-of-last- {3) some of you are coming back for panel two.
(4) resort obligations, and the answer has been (4) This was very, very informative and we
(5) the same both times: ho. And 1 don't agree (5) appreciate you traveling here.
{6) with that. | think that thera's (6) (Whereupon, a break was taken.)
(7) distinguishing - you know, | think you have n
(6 10 ook at who's providing the facliities and 8
(9) who's meeting the obilgations. And | also ()]
(10} think you have to look at the area and really {10)
(11) ask yourssif, you know, is this the sort of (1)
(12) area where it makes sense to ba funding {12)
(13 muttiple carriers regardiess of who that (19
(14) carier might be. (14
(15}  MA.GARNETT: If | could actualty (15)
{16} respond to both of your questions in one (19
(17) answer, and this is sort of - kind of a {n
(18) five — sort of the five years out sort of (18}
{19) time frame that Mr. Wellor was taiking about, {19)
(20) that type of a proposal. You know, once a (20}
{21} wireline or wirsless catrier of whomever @1
{22) satisfies the structural obligations for 22
{23) getting an ETC designation, whether it's state (23
{24) or e FCC, ultimately the true arbiter of who (24
{25) shouid get the support should be the customer. (25)

Fage 126 ~ Fage 128
(1) And for that reason, the Commission M
(2} really should think about a long-term: solution {22  COMMISSIONER ABERNATHY:  Tharks again
(%) as direct consumer subsidy where you basically (3} toour panelists. We roally appreciate you
(4j have a situation wharain you determine, is (4) coming all this way. We don't want to waste
{5) this a high-cost arsa. It's a namowly (5) your time, 30 | think wall start right away
(6 defined area. You determing, you know, what {6) with Scoti Bergs with Michwesl. Again, a
(N the most efficient technology is for that {n threa-minute presantation, i you could, so wa
(3) area. You figure out how much support you (8 can leave plenty of time for Q and A.
{90 have avaliable for each customer In that area, )] MR. BERGS: Thank you. Again, I'm
(0} and let tha customer decide who thay spand (10) Scott Bargs with Midwest Wireless. And first
(11) their doliar on. : (11} of all, | want t say thank you for the
{12) And that way you deal with both of {12) oppostunity to address these roally important
{13} the lssues you ralsed. You deal with who gets {(13) issuee. In this proceeding the Joint Board
{14) 1o get the money out. It should be anybody as (14) and tha FCC wiil make some decisions that wit
(15) fong as the customer wants that carrier to be (15) dramatically impact customers’ options for
(16) their provider. And you daal with the Issue (18) communications services in the Ngh-cost areas
(17 of, you know, whether you should limit support (17) of the United States and tha overall cost of
{18} to one carrier In an area. i the customer (18) comminication services throughout the United
(19) choosses & wireless carier or wireline (19) States.
(20} carrier, that choice should be respected and (20) The Joint Board and the FCC will be
(21) that's how the dollar should be spent. (2t} guided and informed by repressntatives of
(220 COMMISSIONER ABERNATHY: Thank you (22) small ILECs, from medium-sized ILECs, from
{23) very much, Commissioner Martin. (23) wireless carriers ke Midwas! Wirsisss, and
(24) Thanks to our panelists. What 1 (24) many, many others. But in taking into
(25) think we will do now is we will take a (25) consideration ali of thesa important views,
Page 125 io Page 128 (202) 628-4888 Heritage Reporting Corporation



BSA Public Meeting on High-Cost Universal Service Support (Panel |, I) November 17,2004

XMAX{33/33}

Page 129
(1) parhaps the greatest chatenge to each of you
{2) s to distinguish between how your choices
(3 will impact Midwest Wireless, CenturyTel,
4 small independonts, or ATAT, and instead focus
{5} on how your choices will impact the people who
(6) ars living and working in rural, high-cost
{7) areas in purchasing communications anywhere
{8) within the Linted States,
@ 1 know the dramatic disparity betwesn
{10} wirgless consumer contributions to the fund,
(11) approximately 22 percent, and the small amount
(12) of consumer-received benefit from the fund -
{13} the small amount of wireless-consumer-received
(14) benefit, about 3 percent. i'd point out and
{15) hightight that point, the customer
{16) contribution and receipt, notwithstanding my
(17) own referance in my written comments o the
(18} provider contributions. They really are not.
(19) That's a misnomer. They are passad along to
{20) the consumer, and | think it's important to
{21) highlight that fact.
(22) And, of courss, finally, the benefits
(23) derived, f the furnds are appropriately used
(24) or inappropriately used and efficiently used,
(25} are consumer benefits, And if they are lost,
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that recently great strides have been mada
towards those acts.
For example, since our designation as
an eligible talcommunication carmler in
Minnesota, lowa, and Wisconsin, Midwast
Wirelass has expanded It's coverage through
additional power facilites and other
facilities. That has provided health and
safety benefits In emergency situations ~
giving consumens the abliity to dial 811 in
arsas whare they simply could not do that
before - and for emergancy responders who arne
responding 1o thosa calis, tobe able to
communicate, 1o leam facts during the
someatimes sizable drives or transportation
periods that don't exist at least to the same
extent in wrban areas as they're trying to get
to that emergency situation. ’
So, the residual benefits that
Midwest Wireless has been able to provide
consumers in those rural markets that we serve
Is the provision of brosdband. We do that
through a coupls of different networks that
pet an ancillary benefit from the funds and
the facilities that are developed through
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(1) its the consumer who loses those benafits.
{2) Rather than focusing a lot on the achual

(3} economic disparites, I'd ke to focus my

{#) comments briefly on how those consumers will
{5} be impacted under the various changes that are
(6} proposed hare oday.

(M The impetus for U.S. commercial

(8) dominanca throughout the world is really our
(9) consumers’ insatiable thirst for innovation and
{10) additional valye. They continually drive

{11} providers ke Midwest Wirsless and everyone
(12} represented in this panel to ba more creative
(13} and efficient in how they provide services.
{14) By making changes in this proceeding, we have
(15) to avoid taking away that customer's power to
{18) force us to be more innovative end more

{17 efficient.

(18) As Gongress determmined in the ‘06

(13)  Act, customers in rural high-cost aroas

(20) deserve the same types of sefvices and same
(21) choices of services as those folks living In
(22) urban areas, and at prices that are comparable
(23} o thelr urban counterparts. White USF raform
{24} s neaded now v ensLre the long-term

{25) realization of these goals, we must be mindful
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those funds. We have a 1xRTT network, which
will be gvaiving to an 1xEV-D0 network; true,
high-speed broadband access with mobility; and
also operate an B0R.11 network. The
efficiencles that are gainad are that we can
share facilities with our standard voice
provision service facliities. And also, we
can share personnel, our enginears and our
service technicians,
In sasence, between Midwest Wireleas
and the other camriers competing in our
markets, we are giving the customers choices
for service, service providet, customer
service, and other incromental value that the
customers damand. These are the benefits that
were envisionad by Congress to ba derived from
a dynamic and competiive marketplace, and &
is important that we keep thoee incentives in
place.
Sa, what do we need to do? Justa
couple of quick points. First, | want to
point out that there is growth in the fund,
and we need to be careful to nat let the fund
get out of control. But there is an inherent
cap, at lsast on the CETC side, in the fund
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(1) iself. While certainly in the short texm, (1) for CenturyTel. i'm testifying today on

(2) because we made some accommodations for the {2} behalf of the Independert Telephonse and

{3) 'KECs back in the RTF order, thatra is going to (3) Telcommunications Alliance. ITTA is an

(%) be growth in the fund as CETCs enler the (4 organization of midslze telephone companies
(5) market. (5} serving thousands of rural communities across
6) inthe jong tetm as customers (6) the nation. ITTA appreciates this opportunity
(7) continue to fill cut the number of connections (M) o testify at this hearing. Through this

(8 that they're going 1o acquire, they're not (8) testimony, TTTA urges you to recommend that
[9) going to have six, seven, eight connections. (6) CETCs recoive universal service support based
{10) So, the unlimited and ever-axpanding growth of (14} on thelr own costs as oppased 1o the coets of
{11) thefund is simply not a reality. We must (11} the carrier-of-last-resort. [TTA also hopes

(12) preserve the equality in support to preserve (12) you wil recommend that the FCC modify its
{13 those motivations to keep carriens entering, (13) salety-valve Nies 50 as not panalize carriers
(14) competitiva carriers entering into these (14) that make investments In the first year after
(15} markets, ard to make sure that the camiers (15) acquinng a rural exchange.

(18) there are, in fact, being as efficiert as they (18) CETCs should havs to justify their

{17} possibly can be. We are starting to see that {17y receipt of support basad on thelr own costs.
(18) by some of the rural ILECS in our service {18) The costs of te incumbent simply aren't

(19) territory. We're seeing the handwriting on {19) relevant. As camers-of-ast-resort

(20} the wall, and anticipating changes, and are (20) throughout the communities that they serve,
{21) therefora starting to find efficlencies that (21) rural ILECs have a fundamentally different
{22) they previously claimed simply could nct be 22) role. Carrlers-of-last-resort must sorve

(23) achieved, through shared switching faciities {23) every aingle customer that requests service.
{24) and other commON SerVice components. (24) CETCs do not. Camiers-of-last-resort must
(25) Making these incremental reforms can (25} compily with strict servica quality and outage

Page 134 Page 136

{1} ensure that the carrers are motivated to {1} reporting requirements to ensure that the

{2) passionately fight for those customers, (2§ communitios they serve are receiving

{3) uitimately reducing the carrier's rellance on {3} high-quallty telcommunications setvices.

{4) government-provided subsidies which are {8 CETCs do not. Perhape mast important,

{5) fumished at the expense of the customers {5) carrigrs-of-last-resort open their booke up to
(8) themselves. Spacifically, in the short term, (6) regulators and have to prove that their costs
{7} we can mandate disaggregation, largeting () justify the level of universal service

(8) high-cost support to the highest cost areas of (8) support. CETCs do not.

(87 a study araa. We can move loward (9] Just like the ILECs, CETCs should

(10) forward-looking costs. We can stop System (10} have 10 prove that thelr costs justify receipt
{11} garming of large ILECs acting as small ILECs, {11} of support at the level they request. Today,
(12) or identifying themsseives as small ILECa. And (12) the FCC overgegs a systam that hands out
{13) we can eventuslly move iowards portablity of (13) " hundreds of millions of dokars o CETCs
{14} support as mandigind by the Act. (14} without Gonsklering how they parform, what
{16} Taking these stepp now will ensure (15)  fhwir couty may o may not be, or how aocyrale
{18 e cusiomers have a right i an ever {16} ¥heir reporting of cuskamar Fists may be.

(17} Inoreasing expectation of value avan In thass (7 indendt, GETC furciing in growing far faster
(18) nusal araas, Thank you, {18) than the funding for rura] ILECs. Frorm 2002
(190  COMMISSIONER ABERNATHY: Thank you (19) to 2005, naal ILEC high-cost foop funding is
{20y very much. (20) projected to grow approximately $22 miliion
(21} And now wa'll tum to David Cole from (21) while CETC funding is projectad to grow five
(22) CenturyTel. (22) timas that amount, or $110 million dollars.
{233 MR.COLE: Thank you. Good {23) Many rural ILECs are actually experiencing
(24} aftamoon, My name is David Cole. I'm the {24) declines in USF funding today in 2004, and are
(25) Sanior Vice President of Operations Support (25) projected to axperience even larger declines
Page 133 to Page 136 {202) 628-4888 Heritage Reporting Corporation
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{1} in support in 2005, Congidering the fact that (%} you had a clock in front of us. So, therefore

(2) WLEC funding is already capped, the bast way (2) | have written my statement out to make sure |

{3) that the FCC could control fund growth would (3 don't go over three minutes.

{4} be to simply require CETCs to justify their (4) I'm Gene Johnson, Chaimman and CEOQ of

{5} receipt of these funds. (5} Falipoint Communications, and we're a holding

(6) The Joint Board should also racommend {8) company for nural ILECs operating in 16

(N changes to the method of calculating the (7 states. Fairpoint's averape study area has

(@) support for acquired rural exchanges. Today's (8) just 8,500 access lines, and many of these

(8) rule creates disincantives to investment in (2} areas are very costly to sefve. Without the

(10} these acquired exchanges. When carmiers (10) cost recovery Fairpoint cbtains through

{11} acquire rursi exchanges, the (11) universal service support, we would iterally

(12) telcommunications plant in these exchanges {12) be unable to provide theee cusiomers with

{13) typicalty it negfected and requires (13} afiordabie, high-quality service. This

(14) mmadiate investment o meet minimal service {14y morning - or this aftemoon, I'm here on

(15) standards, let alone to allow provision of (15} behalt of OPASTCO and #ts 580 rural isiephone

(18} advanced telcommunications capabilities. The {18) company members, many of which face operating

(17) cument safsty valve rules actually provide an (17} challenges similar 1o ours.

(18} incentive for carviers to delay by a year or (18) You may recall that last year in

{18) more expenditures that would improve service (18) Denver | participated on a panel conceming

20y for these nural customers. If the FCC wishes (20} the very same subject we're here 10 diacuss,

(2%} to encourage camiers to meke needed repairs and {21) the basis of support for competitive ETCs. It

(22) improvements to thase exchanges, the FCC nies (22) seems lke it's been a llfetime. Over the

(23} should be changed. (23) past six quarters since | was last before you,

{24) To alieviate these problems, MTA {24) the projected support for CETCs in rural

(25) proposes that acquiring carriexs be aligible {25) service areas has increased by somathing like
Page 138 Paga 140

{1) for support immediately following the (1) $60 million. i represents B0 percent of the

{2} moquisiion of the exchanges, and that the FCC {2) total growth in the rural high-cost program

{3) should measure the baseline cost-per-loop in (3) over that same two-year-time period. it's

(4) an acquired exchange on the cost at the time (4} clear that the support going to CETCS Is

{5) of acquisition in order to most accurately {5) driving the rapid growth of the high-cost

(8) show the increased investment. {8) program and placing its future viability at

{7 Inclosing, [TTA reiterates that the (7} great risk.

(8) continued disbursement of universal service (8 OPASTCO continues 1o bollave that the

{9) funds to CETCs as a factor of carriers-of- {9 best way i0 address this problam is 1o base

(10) iast-resort costs and a biling address (10) support for GETCs In rural areas on thelr own

(1) customer list is inappropriate and shouid be (11} @mbedded costs. This would introduce the same

{12) discontinued. CETCs ghould recelve universal (12) rationality and accourtability inio the system

(13} service support based on thelr own costs. It (13} for these carriers that already axists in the

{14} is the only means of providing accountability {14) mechanisms for rural ILECs. Moreover, it

(15) nesded jo ensure that universal service funds (15) would help to sustain the high-cost program In

{18) are efficiently used to accompiish the (16) & way that provides every ETC with sufficient

{17) purposes of the Act. (17) support and continues to achiave the universal

{18) Thank you. {18) sarvice objactives of the '98 Act.

(19) COMMISSIONER ABERNATHY: Thank you, {19) OPASTCO recommends that the joint

{20) Mr. Cole. (20) board or FCC hoid industry workshops to

{21) Now, well hear from Mr. Gene (21) develop charts of accounts for CETCs in each

(22) Jobhnson, who Is with Fairpoint Communications. {22) industry segment that will be used for cost

(23)  MR.JOHNSON: Thark you, Commissioner (23) reporting purposes. Although the types of

(24} Abemathy. You may have remembered that last (24) costs reported by wireless ETCs wil obviously

(25} time | appeared before the et banc hearing and (25 differ from those reporied by LECs, thore
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(1) should stil be cost reporting parity between (1} affordability Is one of the key tems that
(2) the ILECs and the CETCs. (2) should override your dacision making and be
{3) During the period of time when {3) partof the balance here, and & doesn't get
(4) accounting ruies are being developed, we (4) discussed to the same degres that many of the
[5) recommend the adoption of the interim wireless {5y other principles in 254 get discussed.
(6} safe harbor plan that was filed by OPASTCO, (¢) Similarly, accees to quality services
(1 RICA, and the RTG in the portability {1 does not get the same amount of discussion
{8) proceeding. Under that plan, wireless CETCs {8) that access o the fund gets. There was on
{8) would racelve a safe harbor percentage of the 9 the first panel discussion about who shouid be
(10} rurad ILEC's per-line support with the {10) able to access the fund, but withaut the
(11) specific percentage based on the size of the (1) reminder that the whole purpose of accessing
(12) wireless carrier. Again, this plan is (12) thefund is to maintain acceas throughout the
(13} intended strictly as an interim measure that (13) nation. We have a wonderful, ubiquitous
(14)  would sunet after the FCC adopted {14) quality network in America, and the whole
(15) cost-reporting rules for CETCs. {15) pwpose of the fund is to maintain that, not
(18) In closing, the cument portability (18) to develop competitors, not to develop
(17 rules have placed tha sustainabiiity of the {17) competition, but to, in spite of or in
(18) high-cost program in serious jecpardy and (18} conjunction with competition, to maintain the
(19) change should not be delayed any longer. It (19) network that we have. So, we hope that you'
(20) seems aimost oo obvious to say, but the (20} keep that in mind.
{21) high-oost program shouid only provide support {21) Sknilarly, the comparabliity Issus,
{22) ‘o camiers that can actually demonstrate that {22) wa remind you that that ought to be one of the
(23) they have high costs. The system needs to be {23) key itemns that goes to the and test. Whatever
{24) accountable to the ratspayers nationwide, the {24) dacision that you make a3 a resuit of this
(25} consumers, who ultimately fund it. (25) hearing and many other hearings and

Page 142 _ Page 144
(¥} Thank you for inviting me to (1) discussions that youTl have, it ought to be
{2) participate in the hearing today. I'd be {2) the final test of whether your decision is the
(3) happy to answer any questions you may have. (3 right one should be the comparability of
@ COMMISSIONER ABERNATHY: Thank you (4) rates. Even i that means that you do
(8) much, Mr. Johnson. (5) something similar to what you did for the
(6 And now we'll hear from Denise () non-rurals, which was, if all plsa fails, a
(7} Parrish who is with the Wyoming Cffice of () state can come in and ask for supplomental
(8) Consumer Advocate. (8) funding just to show that the comparability
() Thank you, Ms. Parrish. {9} testis being met.
(10) MS. PARRISH: Thank you. | {10} So, the NASUCA comments in this
(11) appreciate the opportunity to be here, not {11y proceading go to trying to balance ail of
{12) only on bahalf of Wyoming Office of Consumer (12) those issues as well as trying to rationalize
(13) Advocats, but also as a representative of (13) the fund. We understand that there's a
(14) NASUCA. (14) sustainability problem, and we understand that
(15} I'dike 1 bagin as | did in my (15) there's a - are competitive issues. We're
(16)  written stilament by reminding you of the (16) not againet competition. We're not trying to
(17 overarching principals that you need to (17} create discrimination for or againat the
(18) balance. And while | know that you know these (18) competitors, bit we believe that the fund
(19) principals, they'ra not always discugsed in (19} needs o be rationalized.
(20} tha - 10 the extent that | think that the (20 And in that regard, relative 1o the
{21) balance requires. {21) two issues that 've been asked to speak 1o,
(22) For inatance, there's been & lot of (22) the speclfic comments suggest that competitive
{23) talk about the sustainability of the fund, but {(23) ETCs should have support basad on their own
(24) there has been vary litle mention about {24) costs but capped at the leval of support
(25 affordability, And we think that (25) provided to the incumbents. We - | won't go
Page 141 to Page 144 {202) 628-4888 Heritage Reporting Corporation
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{1) info it now. You have the written statements {1) wireleas networks ara not bulit to serve

{2 as to why we beligve that it's both a fair {2) particular addresses and customers. They're

(3) competitive method as well as & (3} served to — they're buitt to serve particular

(4} nondiscriminatory method. We aiso believe (4) areas that cusiomers may wavel through.

(5 that this is the way 1o remind ourselves that (5) Wireling tachnology is geared to specific

(6) the incumbents do have carrier-of-last-resort (8} locations. And Hf you give the customers the

(1 responsibiities at this point, (7) subsidy, you run into the problem that one

(8) respansibilities that have not been picked up (8} person may want t0 uge thekr subsidy for

(9} by many of the CETCs. (8) wireline and the next house down the road may

(10) Aas to the second issue, the issue of (10) not But you still have to build the network

{11} deaiing with bought and purchased exchanges, {11} down that road in any case. So, there are

{120 we have not taken a formal position at this {12) some important diferences in tachnology that

(13) point. We expect to do 30 in our reply {13) need Yo be recognized, and you can't do it

{14) comments. But again, the overarching concem {14} through the equal support rule.

(15} shouid be o not provide incentives to make (15) 1don'tihink K is efficient to try

(18) purchases, but &t the same time to recognize (16} 1o aqualize wireless and wirsline services.

(17 that the buyers have done sore marvelous {177 One of the wonderful things about them is they

(18) things in rural areas once those exchanges (16) are so differant. So, rather than try to say

{19) have been purchased. {19) wae're going to have the same standards and

(20} And with that, | would lock forward (20) they all have 10 look the same - they don't

{21} % your questions. (21} ook the same. And | think the principle of

(22) COMMISSIONER ABERNATHY: Thank you {22) competitive neutrality, or from the

{23) very much, Ms. Parish. {23) discrimination concept, would be that they

(24) And now we whl tum to Dr. Lehman (24) shouid be treated differently. And by

(25) from Alaska Pacific University, {25) treating them ditferently, | mean that the
Page 148 Page 148

{1 DR. LEHMAN:  Thank you. We hear a (1) wirsless costs should detenmine wireless

(2) lot of the ptwase, compelitive neutrality, {2) supporL | have not seen a demonsiration that

(3) invoked as reasons why we nead the aquaj (3} wireless carriers in high-cost areas ars, in

(4} Ssupport rube. And there i nothing in (4) fact, the same areas as high-cost areas for

(5) economic theory. You won't find the phrase (5) the incumbents. in fact, | think that quite

(8) competitive neutrality. What you wilt find, (6} possibly some of the urban areas are, in fact,

{1} theciosest concept is the idea of (7} higher cost areas for wireless carriers than

(8) diecrimination and nondiscrimination. And (@ rwal arpas. So, | think we need really need

(9) discrimination takes place when equals are (8} to have to a demonsiration of whave the coets

(10) treated unequally or whenever unequals are (10) are a bamier to achieving comparable services

{11} treated equally. And that last phrase is what (11) atcomparabie rates. And thet: that should be

{12) 1think applies here. {12) the basis for support,

(13) Wirsiess and wirsline technologios (13) | think we should aiso not mistake

{14} are just different. They're different Ina (14} the intense competition for revenues and

(15) ltany of technoiogical, regulatory, and {15) minutes for competition between the services,

(18) market ways, many of which appear in lots of (16) There Is relatively lite competition

(17} the testimony you've been provided with. And (17 directly between wireless and wireline service

(18} I'd add one to the list that came from the {18) for access. And, in fact, they are

{(19) previous pandl. It's very appealing, the idea (19) complementary o & great extent. in answer to

(20) of eventually moving to system of consumer (20) the point raised about whether wirgless

{21) subeidies whete the consumer gets the subeidy, (21) carriers take a8 much out of the funds as they

(22) the uitimate parson we're trying to help. But (22) putinto i, one the henefits wirsless

(23) that is not technology neutral. (23) consurners get is the ability to reach anybody

(24) In a wireless world that works fine (24) on a wireline phone by using their wirsiass

(25} to give the customer the subsidy because {25) setvice. And that was achieved largely
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(1) through our universal servica policles that
(2 buitt out the wireline network to reach
{3} everyone. So, they are benafitting even if
{4) they are not getting the same number of
(5) dollars out of the fund as thay put in.
t6) And, finally, I'd make two noles.
(N One of tham is that fo the extent that there
8 are allegations that the rural incumbents are
{9) inefficient, grossly inefficlert, to me, that
(10) undermines any last reason why we should have
{11) equal support. | mean, presumably, if money
{12) is baing wastad by the incumbents, why does &
(13) wirgless carrier nead the same amount of waste
{14) in order to compete? They simply don't have
(15) %o waste i to begin with.
{t6) And the other point I'd make Is that
(17) there is a sense of competitive sense of
{18} neutrality that is important and that has
(19) airsady come to past. And that is the
(e0) competitive neutrality among wircless carriers
{21) themeelves. We have a rural ares in Alaska
{22) now whera thers are three wireless ETCs along
{23} with the wireline ETC. And it ssems to me If
{(24) you're going to provide high-cost support to
{25) one wireless carrier, you pretty much have to
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cannot be distinguished batween non-rural and
rural areas. ff you develop and mainiain a
support systermn that in some manner fimits the
opportunities for consumers 1o benefit from
competition in rural areas, then the statutory
mandate is not being fulfiled.
Now, that said, let me speak about &
couple of the specifics that are being
discussed. First of all, let's talk fora
minute about the equal support rue, My
belief ls that the equal support ruie is
absclutely essential to assure that consumers
are confroned with efficient choices between
and among various providers and various
Now, | actually find mysesf in
agreement up 1o a point, which perhaps Ia
unusual, with Dr. Lehman, as to the kiea of
carrying Inefficlencies over from rural ILECs
into CETCs. And the solution to that is to
use a3 the basia for support the cost level of
the most efficient provider. So, if the CETC
is able to do it cheaper than the rural
carriar - or the rural ILEC than tis the
CETC's cost and not the rural ILEC's costs

" Page 150
{1} provide It to all, because they are competing
{2) directly for the same customers. And that, |
{3} think, endarges the fund considerably.
(4  COMMISSIONER ABERNATHY: Thank you
(5} very much,
(6) Now, we'll hear from Dr. Lae Setwyn.
(v} DR. SELWYN. Thank you,
(8) Commissioners. Glad 1o be back on this panel.
{8 | appreciate the opportunity to speak with you
(10) on this sublect.
(1) | was reviewing the statutory
(12) language and the statte that we'va been
(13) taking about. The statutory language, let me
(14) just read it again: that customers In rural
(15)  high-cost areas shali have access to
{18} telcommunications and information services
(17) that are reasonably comparabie to those
{18) services provided In urban areas.
{19) That to ma implies that the policy
(20 that the Commission has baan pursuing for
(21) 30-some-odd-years now of encowaging the
(22) development of competition, the policy that
{23) was adopted by Congress in the '968 Act, in
(247 looking to competition to support the
{25) telcommunications dernands of this country,
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that provide the basis for funding. So, we
elirninate your concem about inelficiency and
we eliminata my concem about a lack of
compatitive newtrality,
CETCs are carriers-of-last-resort.
There ls no proposal out there that suggests
that any competitor that happens to wander
into a particular rural community is
immediatety entitied to high-cost support.
Carriers have to comply with the requirements
of cartification as ETCs, which includes a
commitment to serve their communities
ubiquitously. it multiple CETCs and multiple
wirelass camiers are certified as ETCs, that
dossn't necessarly expand the size of the
fund since the funding would be based upon the
number of links provided by sach carrier. S0,
K three carriers divide up the wireless
segment of the market, then the total draw
would be esssntialty the same.
i you provide differontial support
based upon eech carrier's costs or sach
technology's cost, you distort consurmer
cholce, you distort investment cholce. You

discourage entry by lower cost — inherently
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{1) lower cost providers who are belng forced to (1) will start with Commiasioner Martin,
{20 compete with subsidized higher-cost companios. @  COMMISSIONER MARTIN: My, Johnson, |
{3) That denies those custormers In thoge (3) heard you state & - | think | haard you state
(4) communities access o competitive service, (4) afact that | wanted to follow up on. You
{5} Finally, on the issue of whether or {5) said that 80 percent of the growth in the
(6) not wiraless and wireline are the same, first {6} high-cost fund was not a result of CTEG
(7 of all, the Commission, | think, nesds to be M growth. Is that - could you ~-
{8) conslstent. if intermodal competition Is to (8 MR, JOHNSON: That's comrect. if you
(9 be viewed by the Commission as a general {9 remember when we re-balanced ratas, moved
{(10) metler, as demonatrating the presence of (10) things from Implicit cost to explick cost,
{11) competition in a market - and certainly this {1} there was & dramatic Incraase in the high-cost
{12} has been raised in other areas in section 271 (12) fund. Since that was complstad, however,
(13} cases and the triennia) review among other {13} something ike 83 percent of the growth has
{(14) places, In broadband proceadings - then you {14) been from CETCs. The fact la that for the
{15) can' simply decide that oh, gee, in rural (15) last, | think, two years the tota! growth In
(16) areas i's a different slory. (18) the high-cost fund fromincumbents is
(17) Now, are they perfect substitutes? (177 something lke 3.1 percent.
(18)  Absolutely not. No question about it. But (18) COMMISSIONER MARTIN: And no one on
{19) they are economic substitutes and there is a (18} the panel disagrees with that?
{20) price at which a consumer - a price (200  MR.JOHNSON: That's based USAC's
(21) differential at which a consumer may be (21} numbers.
(22) incifferent as between one or the other. if & {22} MR. COLE: ) agree. The numbers that
(23) price of a wireline service is $100 a month (23) | used were 22 million and 110. And that Is
(24} and then the price of a wirsless service is (24) from 2003 0 2005 the projaction by USAC. And
(25} $20 a month or $30 month, then there will be (25) some of the numbers have been used in the
Page 154 Page 158
{1} consumers who white preferring wireline {1) earier time period. But {f fook at the
(2} service might decide at that point that the {2) growth between 2003 and 2005 projected, using
(@) praference isn't worth the price difference. (3)  USAC numbers, you ook at the high-cost loop
#) And that's exactly the kind choices we want (@ fund, it is basically the same percentage. 83
{5} oconsumars -~ we want {o encourage consumens to (5} percent ks the increase driven by CETCs.
(6) make. if we distort those cholces by (6} MR. BERGS:; | have to plead partial
{f) subsidizing wirelina service to the tune {n ignorance and then a little disagreement.
(8 of the differance between 100 and 30, that cholce is (8) I've got to admit, | don't know i we look at
® oliminated. 9) only the last two years. But if we looked at
{10) No one Is saying they are the same (10) 2000 and 2003, 87 percent of the growth in the
(1) service, but they are at a certain level (11) fund was attrbutable to ILECs,
(12} economic substitutes. And if intermodal {12 MR. JOHNSON: That's correct. As |
(13} competition is going to be a focus of {13) said, that was the period of time when we
(14) Commission poficy, you can't change the rufes, {id) re-balanced rates and moved things
(15) as it wera, in rural areas. It seerma to me (15) specifically into the ICLS rates.
(16) that rural, In order to establish & level (18)  COMMISSIONER MARTIN:  And then my
{17) playing fisld, to encourage efficiency, to {17) next question was for Dr. Selwyn. | agree
{18} sliminate the various perverse Incentives in {(18) with you that the Commission ultimately has io
(18} the present system that looking to provide an (19} be consisient in its approach on intermadal
(20) equal level of support for carmiers based upon (20) competition. | mean, that's an important
{21} the most efficient carrier's coets is & (21) point as we're trying to figure out how we're
(22) reasonable policy approach. Thank you. (22} approaching this, And you're right, that has
{29) COMMISSIONER ABERNATHY: Thank you {(23) been ralsed in a sories of proceeding
{24) very much, Dr. Salwyn. (24) including the TRO.
(25) And now wo'l move to the Q and A, we {25) But i has slso been ralsed in some
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(1) of the mergers that we've had in front us
() recently. And in that context, | think we've
{3) actually been more skaptical in our
(#) conciusions about the current substitutabiiity
(5) of wircless per wireline service. So, does
(6) that have an impact in your comments today?
N DR. SELWYN: In faimess |, mysalf,
{8) have been skeptical about the
(9 substittablity. So that nobody goes - and
(10} I'm sure there will be people here who would
(1) go and try to dig out my prior testimony and
(12) say, see, he's being inconsistent. As | said,
(13) they are not perfect substiutes. But at a
{14) certain point they are sconomic substitutes.
(15) | think that in particutar in rural
{18) areas where we are confronting unusually ~
(17) what aro allaged, at least, to be unusually
(18) high costs for wireline services, wireless may
{19) be a more viabie technical economic substitute
(20) than in other areas. And we certainty want to
(21) encourage tha explofiation of that technology
(22) ¥, infact, thatis true.
(23) And then the last thing we should be
(24) doing is distorting that or discouraging
(25) investment. So, | absolutety agree that we
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lower. It's that it's going to depand on the
afea; K's going to depend upon the density
and the build-out. It's that they have some
of the same density issues that the wireline
carriers do.
And, in fact, if you - the other
concem | have is that some of the suggestions
that have been made that we base it on the
model of the lower of the costs, whether it's
wireline or wirelesg, is that | think that
again goes o the issue of buld-out and
assuring that the bulid-out buitt in the model
is sufficient to actually serve the entire
sorvice area. Because if you use the actual
construction that's out there now, you might
not actually be supporting encugh coverage
based on some of the wireline model
descriptions.

COMMISSIONER DUNLEAVY:  And one
little follow-up. When you're talking about
support of customer lines, you're taking
about the primary line or all ines?

MS. PARRISH:  Either way. | think -
becauss the model's generally built to a
household, and the addition of one line or two

Page 158
{1} are - 1 don' believe they are perfect
{2) substitutes. | don't belleve the market
(3} has - in the mainstream market, despite
{4} attenpts by certain incumbent LECs to portray
{5) it otherwise, | don't think the mainstream
(6) market has made that demonstration. But in
(7} particular in rural areas, the potential
{8) for - as an allemnative, as a lower cost
{9) altemnative is real and certainly should not
(10) be distorted. And that's ail 'm saying.
(1) COMMISSIONER MARTIN:  Thark you.

(12 COMMISBIONER ABERNATHY:  Gommissioner

(13) Punleavy. . :
(14 COMMISSIONER PUNLEAVY:  Thank you,
{16 MadamGhakr. . .
{16} Ms. Parmrieh, { we basa the CETCs
(17} support on its own cosls, are we assuming or
{18) just hoping those costs are lower than the
(19) WEC's costs?

(20} MS, PARRISH: Well, our proposal to
(21) base s its on own costs up to the amount of
(22) the ILEC costs. So, it would - tha support
(23) woukd also always be lower than or equai to
{(24) thatof the ILEC. | don't think you can

(25) assume that it's always going to be higher or

et
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lines in terms of the ¢ost models doesn't make
very much difference. Now, what we're seeing
in tarms of the current system where you
have - it's basad strictly on the number of
lines and the poriad amount from the incumbent
i you're seeing three and four lines na
household being supported, and that clearty
doesn't have the cost basis because you don't
have four timea the cost to sarve § household
as you do for sarving one. | mean, the math
doasn't work. You don't muttiply by four for
evary line into that same housahold.

-COMMlSSDNEﬂ DUNLEAVY:  That being
the onse, how da we recorgile that? Do we

~ nead My, dohnson's workshops and teach people
"howkdothat?

MR. JOHNSON; Woell, | think you do,
| think if you're going 10 take public money
and il you have an obligation to provide a
leval of service that says that it's good
public paiicy - that you get public money to
do that, then | think we have to develop a
methodology for insisting that people justify
what they're doing with the public money, i
that means we have to develop workshops as a
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(1) way of doing &, put the safe harbor pian in (1} o apples comparison of at least what the

{2) place that we recommended, first 1o allow that {2) prices of those services are. And | think

{3) to happen 8o we can kind of stop this thing (3) that you have to assume that there's some

{4 from growing any larger right now, ves. This 4) relationship between price arx] cost.

(5) is not easy, but it's doable. And it's a lot 59 COMMISSIONER ABERNATHY: With regard

{8) easier than a lot of things | have to deal (8) 1o the growih of the fund being related to the

{7} with every day. (11 CETCs, of cowse, it is because they didn't

8  COMMISSIONER DUNLEAVY: Go ahead, Mr. (8) exist before. So, that's no great surprise.

9) Beigs. (9 It doean't really concem me, bacause they

(10} MRA. BERGS: | would just add that (10} didn't exist before and so k would make senss

{11} some of the proposals that you've heard today {(17) that as we decided 10 embrace cormpetition for

(12) are that we ultimetely move the support to an (12) rural America that in fact that would drive up

{19) individual. In that environment that problem {13} the size of the fund.

(14) la solved, especially when the lowest cost {14) The real question for me is, are we

(15} provider sets the basis for the per customer {15} directing the funds in the right way at the

{(18) support. At that point, you aren't concemed (16) right amounts? And as Ms. Parrish sald

(17} about overfunding either of the two carriers {(17) earier, | think instead of foousing on

(18) that's available. {18) carriers with high costs, | think our focus

(19) And I'd just add — and this kind of {18) should bo on consumers in high-coet areas.

(20) ties inmo this question as well as one of your {20) And in some respects | think we would want 1o

(21} earller ones - that even assuming that the (21) embrace lower cost tachnolagy, not embrace

(22) growth in the fund has been of & result of the {22} higher cost technology.

{23) competitive ETCs In tha last year, to distort (23 And 80, that laads to me ses if

(24) that number, ultimately - agein, a customer {24) anyons wanis to commant on one of the

{25) is only going to have so many connections. (25) proposals that's been out there, which is you
Page 162 Page 164

{1) We're not going 10 end op in an environment {1} basically seek out a bid to serve that area

{2} where there Is an unlimited number connections (2) and the one with the iowest cost bid - this

(3} for every person in thosa high-cost areas. {3) is what a number of developing countries are

(4) So, there's an inherit cap with the current {4} doing - the one that comas in and says, |

{5) mechanism if we base i on per fines. By (51 will serve thig for the least armount of the

(6) allowing that, the anly way to fund growth Is (8) subsidy, that's then what any provider gets

) ko that eavironment, Once we have established (M who serves that area.

{8) a competitive environment and are funding the (8) I've heard concerns about that, that,

{51 moa! sificient provider, Is it more people {3) well, what about the folks who entered under

(10} move to those rural areas? | think most of us {10) the old regime and they're there and they've

(11) would agree that might be a good thing. {11} got embedded costs. But I'd like Yo hear some

(121  COMMISSIONER DUNLEAVY: Does anyone (12) debate around that proposa).

(13 have a specific idea of how we verify that? {13) DR. LEHMAN: I'm not sure what peopie

(14 MS. PARRISH:  Well, I mean, | can't (14} woukd be choosing between. | mean, what kind

(15) lay out the detalls for you, but | think that {15) ot service are they going 10 get? They like

(16) one of our ideas is you have %o look at (16) their cell phone. They use it a lot of the

(17) affordabiity and comparablity. And (17) time. They can't use it in their rural

(18) comparability, wa've siarted looking at on a {18) residence because the service doesn't reach

{19) state level where you might have a $40 (19) there. So, when you face them with this

(20) cellular phone bill that Includes lots of (20) choice and take the lowest bid, how are you

(21) bells and whisties. And to iry and get it {21} going 1o educate them as {0 exactly what itis

(22) down %o the comparable price of plain, old (22) that they're geiting for that choice?

(23) dial tone, you, you know, take $3 off for call (23  COMMISSIONER ABERNATHY: Wel, you

(24) walting and $5 off for voice mall and so (24) have to have certain criteria that any vendor

(25) forth. And then you can start doing an apples (25) wouki have i meet. And we'd certainly

Heritage Reporting Corporation {202) 628-4888 Page 161 1o Page 164



BSA Public Meeting on High-Cost Universal Service Support (Panel |, Il) November 17,2004  xmax42142)
Page 165 Page 167
(1) addressed that, | think, at the FCC and in the {1} do you cut the funding out to me? I've got
{2) Joint Board when we sald, if you want to be an (2} embedded costs. I'va got this compact I've
(3) ETC, you have o have carrier-of-last-resort, (3) entered into with regulators that's 100 years
{4} you'd have o have cartain obligations. So, ) {4) or more old, centainly goes back into the
{5) think you ~ you'd have certain criteria that {(5) ‘30s. And all of a sudden you're going to
(6} would have 1o be met. (6) pull this compact out and say, wa're just
(7) 5o, iet's assume for a minute that {7 going to leave you stranded. Wall, what
{8 the technology - let's say it's not wireless, {8) happans to my stranded Nvestment when you do
9} W's some other technology. Assume that it {8) thatin these variable areas?
(10) could do that. is this overall approach (10) And at the end of the day, more
(11} reasonable? {11} importantly, what happens 1o the rural
{12) DR.LEHMAN: The house | used o live (12) customars when the company that won the bid
{13) inina rural area, you could not have gotien (13) doesn’t perform? You see construction
{14} a bid from other than the existing wireline {14) projects every day that are taken over my by a
(15} provider if you required that they provide {15} bonding company at groat delay and cost many
(16} saervice 10 my home. Now, that's not the way (16) times to the owner because the low cost bidder
{17) the current rules read. if you're going to (17} just was not able to perform,
(18) write rules that say you must be able to {18} MR. BERGS: Actually, | agree witha
{19) provide this lavel of quality of servica to (19) portion of what Mr. Johnson said. | think
(20) whare the persoc's residence is and it must (20) that in a bid proposal what the Commission
(213 work X percent of the - (2%) would in essence ba doing is picking a point
(220 COMMISSIONER ABERNATHY: ILECs today {22) in time and identifying the most efficient
(23) only have 10 serve based upon reasonable (23) carrier at that point in time. Maybe most
(24) request. Even the incumbents don't have to {24) efficient isn't even the right
(25) serve anyone. So, you'd have the same test {25} characterization. The provider who will
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(1) for the new provider. (1} generate the most value to the customer at
(2) Gene, do you want to tak about this (2)- that point in tima.
{3) or Scott? {3) And teday, | believe in a lot of our
0] MR. JOHNSON:  Well, I'm just thinking (4) areas, we are that carrier. it may be a
(5) about we have to be carehd that we don't (5) shightly biased opinion, | admit. But | do
(6} dismantie this marvelous telephone system we {8) expect that at some point in time another
(7} bhave in this country to do that. So, I'ma (1 tschnology, etther provided by us or ancther
(8) potential competitor and | come in say, You {8) carrier is going displace CMAS tachnology as
(9] know, put out the bid in tha area that you {8y the most efficlent. I'm afraid the bid
(10} live in, your stucly area, | guess, that I'm (10} proposal would limit the ability of new
{11} going to bid to do this. And 50 now, maybe | (11) technologies to be easily entered into those
(12} wiready have & network in place; maybe | (12) high-cost areas.
(13} dont. But to be surs, the network probably (13) However, if competition under the
(14) e not a5 good as the existing network that's (14) current mechanism Is in place and portabitity
(15) there. If that was true, we'd be losing (15) s in place, customers will choose the most
{18) customers right and left to wireless carriers {16) high-value service available in that market,
(177 that we're not. And | think that's probably {17 thereby alleviating the need for the bid
{18) true in ganeral in rural communitias. it's (18) proposal. it will target support to the most
(19) not ke in urban communities where you're {19) high-value provider.
(20) losing customers o wireless carrers. Its a (20 COMMISSIONER ABERNATHY: Okay. And
(21} secondary service not replacing the primary (21} then one guick follow-up is If ~ let's assume
{22y sorvice, 22y for a second this approach can't work because
{23) So, the concem | would have is as (23) of the distortions and you've got the
(24) thay build this out, whan do you cut the - | {24) incumbenis with other pricee and we taid, all
{25) hava_almofecmams.obvlom!y-bmumon {25) right, we're not going to try this bid
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(1} proposal. We're going ta continue ¥ have (1} changed since then. | remember when | was &

(2} ETCs, but we're going to ask them to somehow (2) saven-year-oid and went up thers and my

(3) justily their support through some kind of (3) grandparents were across the street. Thal was

(#) proceeding. if wa came up with a new way of ) my first introduction to phone service. And |

(5} justitying support, wouldn't ® make sense (5} lsamed real quickly when the phone rang, and

(6) then to apply it to all the cariers who are (8) their house was no bigger than this area up

(7 serving that area i you came up with & better ) bere, that there was two different rings.

(8 way? That was our first panel. t was really {8) Whan one of them rang, it was your

9 how you figure out the amount of support. i - 9 grandparents and you answered the phone and

(10) sounds to me like it might be whatever {10) sald, hatio. And when it was the other ring,

{11) - methodology you come up with, you would spply (11} it was her mother-in-law, my

(12) It 1o both the new guys coming In as wall as (12) greai-grandparents across the street. And

(13) the incumbents. Does that make sense? (13) whan it rang, you just picked up real quistly

(14) MR JOHNSON: | think that's what we (14) and didn't say anything and handed it 1o your

{15} sakl in owr fiing is that we think (15) grandmother. That was my introduction to

{16) essentially what is good for the goose is good {(16) telephone service and party lines and what it

{17 for the gander. Wa believe the right way o 0n B

(18) do that right now is based on embedded costs, (18) And then 1 go there this weokend and,

(1%} 80 we would suggest that the CETCs submit {19} you know, wa've long ago done away with party

(20) appropriate kinds cost models or cost studies (20) lines. We have single party, all digital

(21) of some kind, perhaps if thete are avarage scheduie (21) service In that area. My father has his

{22) type costs that could be developed in order to (22) Intemet hooked up to our telco service and

(23) do that. We absaiutely agree with that, {23} has that. ! look at the things that universal

(24 MR.COLE: 1guess one of the things (24) service means for that community. Thay now

(25) Mir. Bergs talked about, { think you merntioned i25) have one-party service. They really couldn't
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{1} alsoin the start of yours as far as not (1) have had that without that. They now have

(2) focusing on the company, focus on the people {3 91-1. The biggest challenge with 8-1-1 was

(3} involvad. And it may be & given, but just a {3) not the technology, but k was coming up the a

{4} moment to visit. | think it is important. | (4} name for all the roads. So, we did that,

{5) understand the purpose of the universal (5} And then we had an ice storm there five

(6} service fund is — what it was meant to do (8] years ago. We were able lo stay in louch,

(M versus what we may be doing now. 7 but they were out of glactricity for five

{8) And | just happened to think while | (8) years (sic). So, those are the kinds of

(9) was sitting In the back 2 while ago. { went (9) things | want to talk about when you think

(10) % my parents' this waekend with my (10} about universal service.

{#1} seven-year-old, just 1o take her there. And (11)  Atthe same time, my father has a bag

(12) they live in a very rural area, much of what (12) phone, a wirsless phone that he's had for tn

(13) wae're taking about. I's actually a {13} years. It's the same bag phone and | know |

(14) CenturyTel area. | believe i does receive {14) should have bought him one by now, but he's

{15) USF support. | went there and it's easier to (15) stuck on that bag phone. And 80, he's had

(18) visit my parents, and they live across the (16) that same service for ton years, He cant

(17} street from my grandparents, and my sister {(17) really usa it at home. He has to use it in

(18) lives naxt door. And they live in sevaral (18) the car betwesn the okl saw mill after the

{19) [Htia housos right at the top of tha hil. (19 turn, He goes thers and he can pick up

(20) And they're probably tha only houses within a {20} service and between Monroe. But he could not

(21) miia of thera. And you go past there about 50 {21) use that as a substitute for his home.

(22) Teet and the road stope and you have dit. (22) Howsever — and that's where the

{23) And then there's about pne house per mile (23) struggle is because, again, assuming that

(24) after that. {24) there is a wireless ETC there, I'm not sure

(25) But i think we talked about what has {25) that i's not going to have the
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{1} qualifications. ) don't understand after a (1} or anything we can do whera those customers

(2} teico made that investment, made those (2) can getthose same levels of setvice?

(3) commitments to that community, provided those (3) And | think that was the iment. |

(4) services, if they'ra getting $10 or $20 of USF (4} think it's important to note that, | believe

{5} a month for that iine, why should that bag {5) as of this date, thete has naver been a dollar

{8) phone that has been in that car for ten (6} disbursed under the safety valve program

{7) 'years - as far as | know, any towers had been (7t baecause of this limitation. So, t think all

(8) buit in that time - should also recelve the (8) we're saying is that Is the intent. And |

(9) same $10 or $20 a month? ' ) know in the properties we acquired we made

{10)  COMMISSIONER ABERNATHY: | think I'm (10} significant investments to upgrade not only

{11}  going to stop now, becauss | do want to give {11} the loop and the plant, but also switching

(12) my collsagues fime to ask queations. Thank (12) faciities. And | believe our Cusiomens saw

{13} you, (13) definite improvements. And a ot of our

(14} COMMISSIONER NELSON: | do want o {14} investments wers made in that first year

{15}  wealcome a former member of the Michigan (15) because we feit it was 5o critical. And we

(18) Commission staff, Ms, Parrish, who used to (18) made cormmitrments to local mayors, and we made

{17) work for us and did a great job many years {17y commitments to state regulators that we would

(18) ago. {18) improve that service. And we did it

{19) | want to focus on ruie 305, which is (19) regardiess of the fact that by spending those

{20} . one of the issues that was teed up In this (20} dollar in the first year we wers, in fact,

(21) proceeding. And | know, Mr, Cole, you (21) penalized because that set our base going

(22) Indicated you'd like to sese the Commission (22) forward and preciuded us from receiving the

(23) amend that rule. But would you agree with (23) same level of USF support.

{24) Dr. Salwyn that the need for that rule goes (24" COMMISSIONER NELSON: Dr. Selwyn?

{25) away if we redefine rural to look at the (25) DR. SELWYN: | want to make one brief
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{1) geography as opposed to the individual (1) observation. The reference was made o

{2) characteristics of the carrier? And wouldn't {2) switching. | find it really very interesting

(3) that also mean that perhaps we wouldn't be (3) that the rural carrlers feel an entitlernant o

4) getting premiums paid in the amounts they're {4) support for switching. In the TRO the

(5) being now for new teritories because the {5 Commission concluded that CLECs, many of which

{6) acquiring carrier would be getting the same (8) are smaller and more geographically disbursed

{7) level of support as the camier that gave up {7) than some of the larger small rural carriers,

8) the territory? (8) are not impaired with respect to switching.

8  MR.COLE: As faras Dr. Selwyn's (%) GLECs are sxpected to go out and use risk

{10) proposal, I'm not sure | understand the (10) capital and purchase switching aquipment and

(11) complexities of it. But | will answer as far (11) are not going to have acoess to switching UNEs

(t2) a3 0 the premiums. | think at the same time (12} atforward-ooking TELRIC prices because of

(t3) there has been a not & lot of transactions in {13) the nonimpaiment finding.

(14} the last couple, thres years. And | think {14} There are relatively fow serious

(15} that's & part of it. Again, are those (15) scale economies associatad with switching that

(16} premiums stil applicable for those parties {18) woulkd be that particularly impacted by rural

(17 based upon current regulatory and cost (17 arsas. CLECs have been confronting the

(18) environmant within rural teicos? (18; problem having fo connect exchanges locaiad

(19} Again, | think the purpose of the (19) owver communities - located over very broad

{20) safety valve was to take a look at those {20) distances o a relatively small number of

{21) markets that wera acquired an say, are thay {2ty switches. And the Commission has found that

(22) the same lavel of service that we would like (22) that's an accepiable buainess model. And | am

(23) 0 see-those markets? Have they have recaived (z3) concemed about the notion that the ILEC, the

(24) the same attention that the urban areas have {24) rural ILECs feel that they have some specific

(25) received? And if not, s there any incentive (25) separate entifernant with respect to switching
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(1} costs that are being denied, in effect, to (1} serve high-cost areas. And they have not

(2) other providers. (2) asked for a re-doing of the funds so that they

(3) MR.COLE: Justio clarily, | don't (3) getthe same treatment as rural casmiers. So,

{4) belleve | made any staternent that those {#) they'ra still wilting to do that. And | think

(5) switching coets should have been included in {5) realy the best we can practically achieve s

{8) anything. | was oniy making that statement {8} totry to facktata the transfer of exchanges

{7 about us replacing switches becausse we had ons (n from those cariers that now consider it sort

(8) stats, the State of Wisconsin, as part of our (8) of a burden o carry this along to carriers

(8) acquisition. The Commission made it a (9) that are wiling to invest In those exchanges

{10y requiremert that we replace or that we (10) and make the service betisr. And it doesn't

(11) provide — there were & number of them that (11} raquire the fund going up by a factor of ten;

(12) waore there, and we were specifically required (12) K doesn't require some arbitrary reduction in

(13} io replace those switches as part of the {13) costs that can't be actually achieved by rural

(14)  acquisition. (14} carriers.

(15}  DR.SELWYN: But had ruls 305 been (15  COMMISSIONER NELSON:  You would

(18) amended as you wers proposing, then the cost {16} agrea, though, that these carriers, you know,

(17 base would have been lower, and you would have (171 1o be a burden for them, probably have a lower

(18) potentialty been able to receive some (18) lavel of service than other nural carriens?

{19) high-cost support based on that switching (1] DR. LEHMAN: | think In many cases

{20) inveatment, if ! understand correctly what the (20) they do, yes.

21y proposal is. (21)  COMMISSIONER DUNLEAVY: Dr. Selwyn.

(22 MR.COLE: |don't know thatm (22) DR.SELWYN: I'mnotswe that

(23) qualified 10 address that one. (23) characterizing the large RBOCS, for exampla,

(24  COMMISSIONER NELSON: Dr. Lehman, {(24) interms of their high cost of exchanges is

(25) DR.LEHMAN: Youwr quastion about the (25) necessarily being a burden and that was the
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{1} acquisitions disappearing, if it were done by {1 basis upon which they chose to divest them,

(2) geography, there's one real concem {2) They chose to divest those exchanges because

(3) about that And that's that we shoukl expact (3} they were able t0 do 50 and capture a premium

{4) the fund to increase about tentold. | mean, (4) value. The exchanges were worth more to the

(5} if you look at the Califomia results where {5) buyer than to the seller, which is typically

{6) they do have the fund at the state level and (8) why an economic exchange takes place. And

{7} the size of that fund, we have the RBOG (7' until the funding mechenism was modfied to

(a) teritories that have & lot of high-cost (8) provide those incentives -~ until the

{91 territories In thern that would then become (@) regulatory structure was modified to allow

(10} eligible for high-tost funding. (10) camiers to eamn revenues that - and carry

{11) And the problom that poses then is we {11} them balow the lines so thay don't get

{12) can't iolerate a lenfold Increase in the fund, {12) included in any reckoning of revenue

{13) So, what we'l do is we will then have to use (13}  requirement, those perverse incentives didn't

(14) a forwardHooking model of some sort because {14) exist.

(15) that's the only model we can manipulate to get (18] We didn't see the Bell companies

{16) a lavel of costs low enough 1o sustain the (16) selling off high-cost exchanges untd very

{17) existing size of the fund but extend i to all (17} recently. We didn't see it for the first,

{18} geographic areas. {18) aimost, 100 years. They were net acquirers,

(18} There is some appsal 1o me, the idea (19) not divestors. And I'm not sure they ever

{20) that non-rured and rural camriers should be (20) considered tha burden. it's just that the

(21) treated the same. If a customer kives ina (21) structure was changing and i became

(22) high-cost area, who cares wha their provider (22) profitable o seil them.

(23) 7 Except we can't ignore history. There {23}  MS.PARRISH. To speak to Wyoming's

{24y has been a hisforical compact, i you like, (24) exparience aboit sold exchanges is that Quest ~

(25) struck where non-rural carrars have agread 1o (25) U.S. West soki 20-something exchanges ten
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{1) years ago. They were not very high quality. (1} apply for that status,
(2} They've become vary high quality. But 1 think {2) And the concern that 1 would have is
{3) that there can be abuse in the system as well. (3) what dernonstration do we have that the higher
{4} So, that's the tom judgment that, hias it (#) support - that high-costs are what those
(5) hurt Because we have at loast one company {5) wireless carriers are actually experiencing
{8) that has essentially gold-plated that system (6} there, and that they're using the monay to
{7) since acquiring it. But the other 20 {7y actually upgrade sesrvice there. So, that's
(8) exchanges have just become nice, wonderful (8) all | woulks ask for is that they demonstrate
8 rural exchanges. So that's the problem is to (9) their need for the support and their use for
{10) avoid the gold-plating or the abusa. {10) the support, whether it's a rural or non-rural
(1) COMMISSIONER NELSON: | have ona more (11)  territory.
{12) question for Dr. Lehman, and | promised I'd (12) CONSUMER ADVOCATE GREGG: M. Bergs,
(12) ocome back t this in the previcus panel. This (13} you stated that there was a natural cap on the
(14} idea of indexing and if we agree that perhape {14) amount of support that would be paid to
{15 we have different levels of calculations of (15)  support multiple lines in high-cost areas,
(16) support for a rural carrier and a wireless {16} Given that the projections for incumbent rural
(1) ETC, could we not index both of those and (17) LECs for the first quarter 2005 on an
(18) perhaps move towards more harmonization of the {18) annualized basis is for support of two and a
(18) two methodologlas over time? (19) half billlon dokars, what level of cap would
{20) DR. LEHMAN:  Yeah, The idea of {20} you think that we would ultimataly reach if we
21) indexing woukd have the same appealing (21) allowed the fund to just continue to rise to
(22) characteriatics for both sets of ETCs. The (22) M natural level?
(23 thing | woukd want to avoid is the equai level (23) MR.BERGS: Wel, fustotall, |
(24) of support, because who knows if it's equal. (24) want to clarify. The amount of support
(25) In fact, | am willing to think that some (25) provided to a competitive ETC is what | think
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(1) wireless carriers might deserve more support (1) bhas a naturel cap attached to i because,
(2) than the cument rural ILEC i3 getting, if (2) again, as each competitor enters a market, a
(3) they could justity what the investments are (3) consumer is only going to purchase one or
(@) going to actually do and if some appropriate {4) mayba two linas, And, in fact, | believe that
{5) reguiatory Commigsion looks at it and says, (5) In the long run while it's been demonstrated,
{6) this is really something that's needed that's {8) | think there's some agreement amongst the
(7) going 1o be provided. So, | don't think the (7) panel that wireless ian't currently accepted
(8) ‘evels of support should be the same, but (8) as a substitte foy wireling, That number has
{9) capping them does provide incentives for cost (9) inoreasaed over the last couple of years from
(1) reduction for beth kinds of carriers. {10) an estimated 3 percent up 1o, NOw, an
{11} COMMISSIONER NELSON: Mnkyoq. (11) estimated 8 or 7 porcont, -
{12) 'Madam Ghair. : (123 And aver Y ~ wal, first of all,
(" CONSUMER ARVOCATE GREGG:  {Ir. Lehman, ] (13 thw reanon for that, | think, is wireless
{14) Iohowing Lp an that. if you bolevy that § | (14) sy racaivad funding In the past, pad as &
(15) s not proper to squalize support ang thal (15) radult hasn’t heen able to bulld the
(18) wirelass and wireline technologies are (16} Infrastructure required 1o avoli the
(17} different, do you think that the current {17) antiquated equivalerts of a party iine only In
{18) support system for non-rurais, which provides (18} wireless terrms. S0, | think In the long run
(18) equal per-line support to all ETCs ls wrong? (19) you're going % have some more substitution
(200  DR.LEHMAN: Yeah. | think i's just {20) and, in fact, you're going Yo see a downward
(21) as wrong as it s for the rural carriers, but (21 tumin the overall amount of support.
{22) it probably matters less since it's 50 much (22) 1| can't give you a humber for where
(23) less support being collected by non-rural (23) this is going to top out, but one way 1o
{24) carriers. It's very concentrated where t is, (24) control that is to maintain a cap or at
{25) and that's whete you sae competitive ETCs {25} least - untk we can come to a true
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(1} portabliity of support from wireline to
{2) wireless, we maintain a cap on the wieline
(3) cost portion of the funds and allow CETCs 1o
(4) entar. As competition comes in, again, we can
(5) pick our number and we can create our
{8) mutiplier, X dollars of per line Support
{(7) timos two connections for avery parson living
{8} Inthat high-cost area.
() And, again, one of the keys to
{10) reducing the impact of the current mechanism's
(11) abilly to grow it tha short term is to
(12) disaggregate that support. If we put it only
{13) in the high-cost areas, the only way that
(14) growth increases astronomically le if more
{(15) people move into that highest cost area of a
(16) study area, breaking it into the zonee has
{17) thatinherent cap effect.
(18} MR. COLE: | would comment on the
(18) concept of a natural cap if you have multiple
(20} wiroloss carriers within that. | guess |
(21) would disagree and maybe reference to some of
{22) the tastimony that was In the pre-filad
(23) document that | had, where there had been
{24) siuations of where there are more wireless
(25) subscribers on a billing fist than there are
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metropolitan area that has 50 branches and 1
branch in the rural area. And the salesman
says, hay, if you'll let me send all the bllls
1o that branch, I' give you a 10 percent
discount. I'm not saying those things are
happening but the incentive is thete, and that
Is some of the risk you run with the current
systern that we have In place.

COMMISSIONER JABER: | thought it
would be appropriate to end the questioning by
delving into the logistical aspects of
whatever gats implementad, and Mr. Johnson
touched on that & litte bit with regard to
workshops. But the general question for any
of you is that in detarmining what the
appropriate methodology witl be going forward
and calouiating support, what is the best
procadural mechanism the FCC should use to
adequately determine the best approach? And
I'd ask, and you have aiready, to think
outsiie tha box of the traditional peper
hearing that the FCC and the Joint Board uses.
That's the first general quastion - and not
that thera's anyihing wrong with that.

The second question relates to the
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{1) population in the area. | maan, that's one

(2) wireless carrier. If you add multiple, that

(3) can happen. .

#) ) know this Is similar to the article

{5) we talked about earlier. You'ra always going

(8) - Yo have anomalles. You're going to have

(1t things that aren't done appropriately and

(8} don't make that nie instead of the exception.

{7} Butiwould point you to thoas references to
(10) &ay that under the current system that
(11 incentive axlsix.

{12 inthe past ten years - or untf

(13 shout five years 800, | was in thy wireless
{14) ared of aur pusiness and was the president of
{48)  our wirainss aparation for a couple of years.
(16) And | can bl vy # was & consiant

(17) chalignge. When you have compensation
{(18) programs, at that point for distribution,

(19} whather it be agents or others, that promote
(20) uneconomic things to happen, they're going o
(21) happen. The things you incent are going to
(22) happen. And ¥ you incent funds based on
{23} customers on a biling Hst, that billing iist

{24) Is going to be higher probably than it should
(25) be, whether that's going to & bark ina
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logistics associated with administrative .
expenses and what ongoing role USAG woukd
hava, and Is there a mechanism that mitigates
the concem as it relates ¥ cost studies that
get presentad and USAC implementation going
forward. Those are the two questions.

MS. PARRISH: Commissioner, as to
your first queation, in addition % any
process that is used 1o come up with -
whether It's a form for the wirsless
submitting their embedded costs or a model for
forward-ocking costs, | think there should by
mwmprbnommmmm
afier development for partieq ¥ comment,
iy that | think ¥hat when the nan-rural modal
wes devaiopad there wers a number of pertigs
that late in the game sald, wal, some of the
inputs are wrong. But it was too late,
really, 0 change it before R needed to bo
impiamerttad. So, ! think there needs o be v
general-to-the-world opportunity to look at
what has been developed and say, you know,
heta are the key Inputs; you know, do these
kook right for your company or for your stata.
And s0, | would offer that suggestion.
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{1 COMMISSIONER JABER:  Arrything (1) that are considered to be associated with

{2) relating to the USAC concem? (2 local service. If the ILEC is capable of

(3  MS.PARRISH. My suggestion for USAC (3) operating profitably with ail it's revenue

4 may be a litte off point of this hearing, but {4y sources, it shouldn't be entitied to - and

(5) one of the concems | have has to do wih the {5) suppoit in whatever it does draw should be

{8) ocertification of the funds. | think that some {6) based upon the deficlency relative 10 all

(7 of the - L think | can spaak for my own (7) revenue sources.

(8} stats, is that on the wireless certification (8) | believe that going forward we

(9) it was simply a self-certification done by the {(9) should be looking at forward-looking costs

(10) carmier to the Commission, forwarded to the (10} that are not based on specific carrier costs,

(1) FCC. And there were s0me STONg GONCeMs (11} but are based upon model costs which reflect

{12) about that self-certification. And | don't (12) wtmwoddbeexpecbadlrunandﬂciem

{13) belleve USAC s doing any auditing of those (13} provider. And that should be the basis for

(14} certifications at this point, and | understand (14) funding al camriars. And that, in effect,

(15) resources issues and so forth. But, you know, (15) gets us out of the rate case and auditing

(18} In my ideal worid, | think that the auditing (18) requirements. If a carrier wants and bolieves

(17} or spot-checking of certifications would be a {17} that it - it confronts such extraordinary

(18) very useful thing. (18) conditions that the modal costs sitply do not

(19)  MR.JOHNSON: | was 0 going comment {19) capture those conditions and i wants to maka

(20) on that second question as well. We've been (20) a case, then it should, in effect, make a

(21) told that USAC has been directed to conduct & {21) revenue requiream case. .

{22} mumber of audits of recelvers of high-cost (229  MR.JOHNSON: Can | make the comment,

{23} funds over the 2005 calendar year. And | (23) please, relied to that? | heard in the

(24) understand thay're gearing up to do that. And (24) earlier panel something that | thought was

(25) I struck me that f CETCs should - you know, (25) just blatantly wrong. And that is that rural
Page 190 Page 192

(1) we develop a mechanism for CETCs to report (1) LECs are not = no one is looking at their

{2) their own costs and receive funds based on {2} costs and therefore no one is - they're just

{3) that, they ought to have a similar audit 3) free to run wild.

{4) process. There's not going 1o be much {#) |said the last time 1 appaered

(5) difference in the process itself, you're (5 belore you that we have lots of reasons to be

(8) cbviously auditing different numbers. But {8) sfficiont, not the least of which is we have

7) you're not auditing a different process. (7 compatition in many of our operating areas.

(8 COMMISSIONER JABER: Dr. Selwyn. {(8) Butat least one commissioner before me right

(9) DR. SELWYN:  As to youn first (8 now |s a commissioner In a slate in which we

{10) question, { seems to me that any cafrier, {10) do business in which they do rate reviews

{t1) whether it's an ILEC or a CETC, that is going (11} quite often and look very hard at cur coat

{12) 1o be relying on its own costs as a basis for (12) studies and our separations and what we're

{13} support, should be required to provide {13) actually doing and asks very, very difficuit

(14) information with respect to that ¥ we're {14) questions. 50, this idea that somehow wea're

(15) going to adopt any sort of embedded cost {15) not being regulated as to rates and just

(18} standard. And it's been suggested that CETCs (16} aliowead to run wild and rampant is just

(17y should also provide embedded costs. § don't (17) absolutely and patently falss and absurd.

{18) think that - for reasons I've talked about (18) MR. BERGS: I'd just comment on the

{19} that having a different level of funding for (19} second question that you asked. If we move o

(20) CETCs versus ILECs is appropriate. (20) & syatem where CETCs' support is based upon

{21) In any event, if the ILEC funding (21) their own costs, not only are we taking

(22) mechanism is to be maintained, the support {22) away-amwehlactnnﬁvaﬁ'mﬂutCETC

(23) nesds to ba examined wih respect to all {(23) the same way we have historically motivated the

(24} revenue sources associated with that (24) ILEC toincrease its coat in order to get more

{25) infrastructurs, not just sourcas of revenue (25) support, hopefully the net result being more
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Infrastructure is developed, but even in an
inefficient manner.

But beyond that, logistically, you

are forcing an absolute duplication of an
effort that we admittadly - or | balleve USAC
admitted has not been historically been able

Page 195

(1) appreciate all your time here, for your

{2) written submissions, and for your willingness
(3) to come there. So, with that, we are

(#) adjournad.

(8

(WHEREUPON, the second pane!

8} conciuded at 4:55 pm.)

{7 1o maintain. One of the comments | noted in ]
(8 the USA articie that was referenced earller is )]
(8) that USAC staff is simply unable from a ®
{16) manpower standpoint to do the kinds of audits (0
(1) that they wouid nesd to do. Now, what we (1
(12} woukd be asking them 1o do is doubie first, (12
{19) upfront the cost studies that thay have to (13
(14} initially identify 1o creste the basis for (14)
{15) support and double an unattained level of 18)
(18) audit fo ensure that those funds are actually (16)
(17} being spent appropriately. an
(18  MR.COLE: One thing | might - just (18}
(19) to yous question, because | da - it's a tough (19)
(20) quastion to answer bacause | think it does (20)
{21) entail & lot. | wouid say, though, that from 1)
(22)  my prior experence - § did serve, | think, TP
{23) atone time on the finance committee at the (23)
{24) CTIA when | was in the wireloas business, And {24)
{25) | know we endeavored at that time to try 1o (25)
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(1} come up with some standard accounting, some (1) REPORTER'S CERTIFICATE
{2) standard ways of recognizing the commissions @
(3) and other things. Well, being Invotved in our (3) STATE OF TENNESSEE
(4) partnerships and also in others, | think there {4) COUNTY OF DAVIDSON
(5} is some pretty stancdard accounting methodology 152
{6) that would not make that an impossible task. (6} 1, MELISSA M. SCHEUERMANN,
(7 Also in a number of e rural service (7 Court Reportar, with offices in Nashvile,
{8) aroas bacause of the way the incentives began (@) Tennessee, hereby certify that | reported the
®) are ropreasented by separate rural service {9) foregoing public meeting on HIGH-COST
(10) areas. Independant teicos and cthers have a (10) UNIVERSAL SERVICE SUPPORT FOR AREAS SERVED BY
(11} separate set of accounting records, even for {11) RURAL CARRIERS AND RELATED ISSUES by machine
(12) thelr specific area, not necessarily that (12) shorthand to the best of my skills and -
(13} service area, but at least more defined (13) abilities, and thereafier the same was reduced
(14) geographicaily. So, | do think if's possible, (14} o typewritten form by me.
(15) and | do think there is some consistency. And (16) | further ceriify that | am
(18} | think the analysis of costs woulkd be (18) not related to any of the parties named
(17) posslble. How % take that and equate that o (17 herein, nor their counsel, and have no
{18)  USF support would be very challenging. Thank (18) interast, financial or otherwise, in the
(19)  you. {19) outcome of the proceedinga.
(200  COMMISSIONER ABERNATHY: Thank you (20)
(21) vary much to the commissionars on the joint 21)
{22) board and also to the panelists, This was {22y MELISSA M. SCHEUERMANN
{23 very, very informative for us. No doubt we (23) Associate Reporter
(24) will have many intoresting dobates as we go {24) Notary Public
(25) forward dealing with all of this. But | do (25) State of Tonnessee At Large.
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